-2-average, and only for those in the top one-fifth was the increase from 2000 as great as 1 percent (not per annum, but the total increase over the seven years). 1 The problem in this regard was not that the U.S. economy failed to grow during these years. Even including the 2001 recession and the very beginning of the current one, total output increased on average at 2.3 percent per annum between 2000 and 2007 -hardly a poor performance for a mature post-industrial economy. Instead, the problem is that the resulting gains have accrued to only a small slice of the population. In short, the economy was doing pretty well, but most of the people in it were not. The chief reason is widening inequality.
The specific concern motivating this paper is the way in which the interaction between economic growth and changing inequality governs the extent to which the majority of a country's citizens either enjoy rising living standards or not. In earlier work I have argued that a rising standard of living, for the broad bulk of a society's citizenry, is a crucial condition determining whether that society also makes progress in a variety of other dimensions that Western thinking has traditionally regarded as positive in explicitly moral terms: tolerance, openness of opportunity, generosity toward the disadvantaged, and commitment to democracy, among others. 2 When the majority of citizens see that they are getting ahead economically -and share a sense of optimism that they will continue to do so in the future, and even that their children will achieve yet further economic advance after them -their society typically moves forward in these other, moral dimensions as well. But when people see their living standards stagnating or even in decline, in most cases the society makes no further progress on these moral fronts; instead the outcome is retrenchment and rigidification, often with disastrous consequences. Especially now -3-that the onset of a new business recession will be depressing incomes more generally, the implications of further widening inequality among Americans are highly important.
Widening Inequality in America: The Situation in Brief
Although increased economic inequality in America has emerged only within recent years as a front-line issue in public debate, in fact the gaps separating those who have more from those who don't have been widening for several decades. The Gini coefficient for U. Kuznets hypothesized that inequality would widen in a country's initial stages of economic development, but that further economic advance beyond some point would lead to progressively more equal incomes. 3 Kuznets not only offered cogent theoretical reasons why inequality within any given economy should trace out a widening and then narrowing trajectory over time but also
showed that the historical experience of the United Kingdom, the United States, and other bythen advanced industrial economies was consistent with this hypothesis. Subsequent research also found support for Kuznets's claim, especially the idea that after some point inequality tends to narrow with further economic development. 4 Hence the recent widening of inequality, not just in the United States but in most other high-income countries too, has come as a surprise.
While income from asset ownership has always been distributed highly unequally, and may have become more so (from the existing data it is difficult to tell), widening disparities in labor income -which represents some two-thirds of all incomes earned in the United States -has clearly driven the wider inequality in incomes as a whole. The most obvious driving force behind this worldwide process is technological change, more specifically the ongoing revolution in information processing and transmission, together with the failure of America's education system to keep pace in training new entrants for the labor force. With new technologies replacing old ones, some skills and some forms of experience that people bring to the workplace take on increased value while others become less useful. If the supply of workers who have the newly valued skills fails to keep pace with the increasing demand for them -as almost inevitably happens at first when technological change is unexpected -then employers' efforts to compete for those scarce workers will result in a larger wage premium for whoever qualifies. Conversely, -5-the wages of those who have few skills, or whose skills are no longer useful in the changing workplace, will fall behind. Not just in America but elsewhere too, wage differentials have been widening not just randomly but systematically, in line with any observable measure of either skill or experience. But in the race between the technology-driven demand for more skilled workers and the education-driven supply, the American education system in particular has increasingly been falling behind. The result has been to drive skill-based wage inequalities even wider. 6 Other developments may have played some role as well. As is well known, the rewards payed out to top-level business executives have increased dramatically in recent years. Between the early 1990s and the early years of this decade, the compensation of the five highest-payed executives at U.S. public companies (which must be disclosed each year) doubled in relation to companies' earnings. Moreover, even the amounts paid to just these five individuals have -6-become sufficiently large to represent a significant share of the typical firm's total compensation budget. 7 At the other end of the scale, Congressional inaction over the years has allowed the federally mandated minimum wage rate to fall well behind ongoing inflation. At midyear 2007, just before the most recent increase took place, the minimum wage (at $5.15 per hour) had an inflation-adjusted value less than two-thirds what it had been in the late 1960s. Yet a further contributing factor, probably affecting many workers whose wages are well above the legal minimum, is the declining influence of labor unions; today barely 7 percent of all workers in
American business belong to unions.
Finally, the increasing exposure of American jobs and businesses to foreign competition, as advancing technology makes it possible to produce an ever wider range of goods and services in one country for final sale in another, may have influenced American inequality as well. In this case, however, although the overall effect on U.S. wages is clearly downward, the implications for inequality are not obvious. Some high-wage jobs in America have proved especially vulnerable to shifting abroad -computer programming, routine legal work, and automobile assembly, for example -while many low-wage jobs (mowing lawns, collecting garbage, watching over parking lots) are, by the nature of the work, practically immune.
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The Importance of Rising Incomes and Improving Living Standards
Not surprisingly, widening inequality can -and, on the evidence, often does -have significant consequences. People's sense of fairness plausibly refers not just to equality of opportunity but equality of outcomes as well. (If it didn't, those sufficiently poor would be left to starve and go without medical care even in emergencies.) But the two are not unrelated.
-7-Because today's earning power in part reflects skills garnered in the past, not to mention a vast complex of other acquired advantages as well, observed inequality of outcomes, particularly when it is systematic, is also suggestive of underlying inequality of opportunity. 9 For just this reason, people's attitudes toward inequality often differ depending on whether they believe economic success depends more on individual luck or societal forces. 10 Similarly, attitudes to inequality often depend on perceptions of how easy economic mobility is. The long-standing view that the United States offers greater opportunity for mobility than in other countries -in
Democracy in America, Tocqueville wrote, "To tell the truth, though there are rich men, the class of rich men does not exist ... the rich are constantly becoming poor" -has served this country well in this regard. 11 (Whether mobility here is actually greater than elsewhere, especially today, is another matter. 12 )
Widening inequality, in conjunction with a country's overall pace of economic growth, can also affect people's attitudes in another important way. The experience of many countries suggests that when a society experiences rising standards of living, broadly distributed across the population at large, it is also likely to make progress along a variety of dimensions that Western thinking, at least since the Enlightenment of the eighteenth century, has held to be not merely positive but positive in explicitly moral terms: openness of opportunity for economic and social advancement; tolerance toward recognizably distinct racial or religious or ethnic groups within the society, including immigrants if the country regularly receives in-migration; a sense of fairness in the provision made for those in the society who, whether on account of limited opportunities or lesser human endowments or even just poor luck in the labor market, fall too far below the prevailing public standard of material well-being; and a commitment to democracy,
meaning not just open, contested elections determining who controls the levers of political power but also political rights and civil liberties more generally. Conversely, experience also demonstrates that when a society is either stagnating economically or, worse yet, suffering a pervasive decline in living standards, it is not only likely to make little if any progress in any of these social, political and (in the eighteenth century sense) moral dimensions, but rather will undergo a period of rigidification and retrenchment; in some familiar cases the consequences, both for those societies and for others that they affect, have been catastrophic.
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The reason so many societies behave in this way stems from the familiar fact that most people evaluate how well off they are by considering their incomes or living standards not in absolute terms but relative to some benchmark. More specifically, there is substantial evidence for two separate benchmarks by which people judge such matters. Most people take satisfaction from living better than they, or their families, have lived in the past. And they take satisfaction from living better than their friends, neighbors, co-workers, and others with whom they compare themselves.
The pervasive tendency for people to evaluate their economic situation on these relative benchmarks, rather than absolutely, explains a variety of familiar features of economic and psychological behavior that otherwise would be puzzling -for example, the fact that within any one country, at any given time, people with higher incomes are systematically happier than those with lower incomes, but that there is no corresponding increase over time in how happy people are on average even when average incomes are steadily increasing. In Germany the legal and judicial reforms that followed the unification of the German empire in 1871, the creation of the Federal Republic as a post-war democratic state, and Willy Brandt's dramatic challenge to "dare more democracy" likewise all occurred in the context of robust, sustained, widely shared increases in incomes and living standards.
Conversely, many of the horrifying anti-democratic phenomena that so marred Europe's twentieth-century history ensued in a setting of pervasive economic stagnation or decline. The most obvious example, Hitler's rise to power in the wake of economic and political chaos under the Weimar Republic, is a familiar story. But it is worth recalling that as late as 1928 the Nazi party drew only 2.8 percent of the vote in German national elections. What made the difference, soon thereafter, was the onset of depression, which affected Germany more than any other European country. Similarly, France's Vichy regime, which willingly collaborated with the authorities in German-occupied areas of the country -further, France was one of only two
European countries (along with Bulgaria) to turn over to the Nazis Jews from territory that the Germans did not occupy -emerged out of a protracted period of French economic stagnation. 17 In short, the evidence is clear that improving living standards, broadly enjoyed throughout a country's citizenry, have powerful consequences that extend far beyond the realm of purely economic concerns. Unfortunately, those consequences are also at work, but in the opposite direction, when living standards stagnate or decline.
Consequences of Widening Inequality When Economic Growth Is Limited
-13-
The importance of widening inequality in this context springs from the basic principle that in a heterogenous society economic growth does not benefit everyone identically, and that when the fruits of growth accrue disproportionately to some people, growth in the aggregate is not always sufficient for others to get ahead as well. The point is especially apt in America today, where the labor force is highly heterogeneous (perhaps becoming more so as a result of trends in education and immigration), the economy's large investments in information technology are leading to ever wider skill-based differentials in what workers are able to earn, and the economy's already-advanced status means that its aggregate growth is likely to be modest even under the best of circumstances.
Income distributions, in all known economies, are positively skewed; in other words, there are more people with incomes far above average than far below average. As a result, the median income is below the population-wide average, or mean. In the United States, for example, the total income produced in 2007 (the gross domestic product), was $13.8 trillion.
With 302 million residents the mean income was therefore $45,900 per person. No one who lives in America would suppose that the typical income for a family of four, say, was 4 times $45,900, or nearly $184,000. In fact, the median income for an American family of four was only $75,700.
As an economy grows, not just in terms of population but also in production per person, per capita income of course increases; in commonplace usage, this is the definition of economic growth. If everyone in the economy shared in that growth in proportion to the incomes already being earned, then the median income would rise in step with the mean, and the respective percentages of the economy's total income earned by different groups within the population (the -14-bottom fifth of the distribution, the top twentieth, and so on) would remain unchanged. But when most of the returns to incremental production accrue disproportionately to those at the top of the scale, so that the income distribution as a whole is becoming more unequal, growth of the median income will be less than growth of the simple per capita average. (Conversely, when the returns to growth mostly accrued to those in the middle or at the bottom, as they did in America in the first decades after World War II, incomes as a whole become more equal and the median income rises faster than the mean.)
If the economy's aggregate growth is fast enough, the bulk of the population can enjoy rising incomes and living standards even if widening inequality means that the increase in their incomes is less than that of the economywide per capita average. For example, since the beginning of the economic reforms instituted by Deng Xiao-ping three decades ago, China has maintained the fastest advance in per capita income observed anywhere in the world: on average, roughly 7 percent per annum in real terms. The benefits of these economic gains have accrued highly unevenly, however, especially between the country's urban/commercial minority and its rural/agricultural majority. As a result, income inequality in China has widened rapidly. Thirty years ago China's income distribution was far more equal than America's; today it is slightly more unequal. But it is clear that the great bulk of China's population has enjoyed a significant improvement in living standards over this period. With such a rapid rate of aggregate growth, there is room for widening income inequality to cause advances in the median income to fall well short of advances in the per capita mean, and yet for the median to rise solidly nonetheless.
The United States, like other countries where the economy is already highly developed, is unlikely to achieve an overall growth rate anything like China's. Living at the frontier of five-sixths of Americans already graduate from high school and two-thirds of those go on to receive some college education (although less than one-third graduate with a four-year degree).
Hence the rapid gains in productivity of the labor force that follow from providing basic education to wider groups within the population are already in the past. Instead, over the last half-century America's growth of real per capita income has averaged only 2.1 percent per annum.
Growth of only 2 percent per annum in per capita mean income, in contrast to China's 7 percent, allows much less latitude for the fruits of that growth to accrue disproportionately to those at the top while still leaving enough to provide rising incomes to those in the middle of the scale or lower. Hence widening inequality is problematic for an advanced economy like America's in ways that it is not for a country like China (although, to be sure, it is a problem today for China as well). Even with only modestly increasing inequality, growth in the range of 2 percent in the per capita mean can translate into no growth at all in the median income -and therefore in the incomes of the majority of the country's citizens.
Indeed, precisely this situation has prevailed in America in recent years. In 2007 the income of the median family was $61,400. At the beginning of the decade, the median family earned $61,100 in 2007 dollars -a gain of less than 1 percent over the entire seven-year span.
years. The effect of widening inequality overwhelmed the gains in productivity and hence in -16-output, preventing any significant increase at the median and therefore presumably for the majority of the nation's families. Now, with a business recession in progress (and the apparent likelihood that it will be a serious one), most families' incomes will probably decline for some 
